DEPARTMENT OF THE TREASURY
ISTERNAL REVENUE SERVICE
WASHINGTON, D.C. 20224

TAR $2€MPY AND
CGOVERRMENT EnTil i)

DevigiOn
— Contact Person:
_ L

Dates.

Employor Identification Numbor.—

Dea: Applica:t:

We have contidared your application for recognition of exemption from federal income tax
under cection 501(a) of the Internal Ravenue Code ("the Code™) as an organization described in
section 501(¢X12) Based on the injormution submitted, we have concluded that you do not
qualty for exemplion under this Code section. The basis for our conclusion is set forth below.

You were fermed in @D as a non-profit coip.  don under the laws of GEIEI®. Your |
found-rs were SR o (‘the "), and they were the initial and |
cnly membaers of your organization. in @i», the purchaseddiiPacres of agricultural ;

|
i

land to develop into a residential neighborhood. The divided the land into plots for
resale The paid for *he construction of a water well and pipelines to provide wa'ar to
the houses when constructed.

You were created to assume the ownership, operation, and maintenance of the water well
and pipelines once the lots of land were sold, and houses constructed and occupied. The new
residents would become the members of your organization. The -however, were
unable to fine buyers for the lots of land, and the residential development was not realized. In
the interim, the«SSIR used the land for cattie grazing and wheat farming The
retained ownership of the water system and used the system for their needs. Hence, you werc
inactive from to ‘and. consequently, lost your corporate status (i.e.. corporate power,
] . rights, and privileges) under NI law. in NI, you fied a Certificale of
S Revivor with the state to regain your corporate privileges and reinstate your corporate stalus to
) the date of original suspension. became the scle member of your
. organization in :

You have no financial records from tha tax years @It € because you were inactive.
During these tax years, the retained the ownership of tha waler system and paid for ‘
the operaling cos!. maintenance, repairs and capital improvements. You did not pay for any of ‘;
these expenses. In your statement of revenue and expenses for the tax year<diii® you do not |
have income from your sole member. S IJIIIID . but incurred operating expenses of
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You received SEIPIn “direct expense reimbursoments® from INENEED. You
mal'dkodmmw\ts'mmouowwwabowm
asscoiated with the normal course of business. You also represent that this expanse calegory
will cease once soid the lots of land. - In tax yearR your budget indicates

that you t.ave ummdodwdmmlummu\d‘dkwmmimbmmnu'ln
the amount of from in tax year @il you budget indicalug that

will be used for waler services, dl ba used for road maintenance, and $ | ba
used for “duect exponsa reimbursements.®

Law

Section 501(cX 12) of the Code provides for the uxemption from federal incoma tax of
benevolont life insurance associations of a purely local character, mutual ditch or Imgation
companies, mutual or cooparalive lsiephone companies, or like organizations; only if 85 parcent
amdwmmnumdmumwmmlaMWepumseol
meeling losses and expenses. . _

in Rev. Rul. 67-285. 1987-2 C.B. 205. o, organization was formed for the purpose of

~ acquinng and maintaining a kght and water distribution system. The revenue ruling hoids that
s organization 8 exempl under section S01(c¥12) of the Code because it is a like
~ganization for purposes ol sechon 501(cX12). The revenue ruling reasons that furnishing
w@f 18 0 type of pubhic ulility sennce sirmalar to those enumerated under section 501(c)(12).

Rev Rul. 2002-54 2002-37 IR B. 527 (S pt 16, 2002) states thal public utility type
sorvice includas distnbution water of sewage disposal senice, provided the rates of which have
been traditionaily regutated by a state or the federal govarnment. Further, a public u'ility type
sanice, like the dalivery of electncity from producers to consumers, requires an extensive
nirastructure, the construction and maintenance of which requires a large capital outlay.

Digcussion;

Saction 501(c)(12) of the Code specfically provides for the tax exemption of cooperative
organizations that prowvde lelephone senice, electricity service or services “like" those provided
by the precuding cooperative organizations, provided such an organization derived 85 percant
or more of its incoime from members. Hence, an organizalion must salisty three requirements in
order 10 bu recngnized as exempt from federal taxation under section 501(c)X12) of the Code.
Cirst. it must conduct the activities descnbed in section 501(c)12). 1.e., eleclric service,
telephone service, of ke activities. Second, it must derive 85 percant or more of its income .. um
members. Finally, it must organize and operate in a cooperative mannor.

Our first Inquiry 1s whether you are conducting activities that are described in section
501(c)(12). We note that distnbution of water in a cooperative manner by an organization to its
members is an activity permitted under section 501(c)(12) of the Code. Sae Rev. Rul. 2002-54
and Rev. Rul. 67-265. supra. Our review of the facts in the administrative file and
representations made clearly indicate that you are not, in reality, distributing water to members
N a cooperative manner. Rather, you are organized and operated to help lhe‘o
develop lots of land for sale as a residential neighborhood. Our conclusion is supportied by the
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following: The SRy owr=d the water system. The WIS paid for the construction
and maintenance of the wate: system. You were inactive for twenty years and lost your
corporate status for those years. ained your corporals status only when she
doddodmomwm,amarkouasamdmobuolhnd. You were marely an alter ego of the

organized o haip faciltate the real estate development. Consequently, your
activities are not those purmitiad by section 501(cX12).

dyoulnco:mtrommombou!ormomyomhquesm The 85 percent member income

mtlsoomputodhoachwcabloyo&.mdacooperauwmayhlmmtmyearbutmaelme '

tast in a prior or subsequent tax year. Tho&Spomntummberhcamtoslrequkesmatme

hmbo(i)duhodlmmmbuaandmusodtopaylumhmdlnsedbn

501(cX12). You were inactive and had no income for the tax years @i through @i} Hence,
your failed the 85 meamber income tast for these tax years. For the tas , YOu
recaived SR from 10 cover expenses incurred in the development of the real

estate. Hence, this amount has no relation to the distribution of water and is nonmember
income for purposes of calculating the 85 percant member income test. Tharefore, you failed to
satisfy the 65 percont member income lest for the @R tax year.

Since you do not conduct activities permitted under section 501(c)12) of the Code and fail
- to satisly the 85 percent member incomae tes! for the tax years 1981 through 2002, you,
therefore, do not qualify for exemption as an organization described in section 501(c)12) of the
Code. You mu<t file federal income tax retums.

You have thae right to protest this ruling if you believe it is incorrect. To protest, you should
submit a statement of your views 1o this office, with a full explanation of your reasoning. This
statement, signed by one of your officers, muut be submilted within 30 cays from the date of this
jetter. You also have a right to a conference in this office alter your statement is submitted.

You must request the conlerence, if ycu want one, when you file your protest statement. If you
are 10 be represented by someone who is not cne of your officers, that person wil need to fue a
proper power of attorney and olherwvise qualify under our Conference and Praclices

Requliemants.

If we do not hear from you within 30 days, this ruling will becoma final and a copy will be
forwarded to the Ohio Tax Exempt and Government Entities (TE/GE) office. Thereafter, any
questions about your federal income tax slatus should be directed to tha! office, either by calling
877-829-5500 (a toll free number) or sending correspondence to: Interna’ “evenue Service,
TE/GE Customer Service, P.O. Box 2508, Cincinnati, OH 45201.
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When sending additional letters to us with respect to this case, you wil expedite their
receipt by using the following address: ’

If you have any questions, please conli  tne person whose name and leiephone number
are shown in the heading of this letter.

Maﬁer, xempt nizations




